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(Registration number DC21) 

Financial Statements for the year ended 30 June 2015 

Dndex 


Abbreviations 


COID 

Compensation for Occupational Injuries and Diseases 
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DBSA 

Development Bank of South Afnca 

SA GAAP 

South African Statements of Generally Accepted Accounting Practice 

GRAP 

Generally Recognised Accounting Practice 
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Generally Accepted Municipal Accounting Practice 
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Housing Development Fund 
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International Accounting Standards 
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International Public Sector Accounting Standards 
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Ugu District Municipality 

(Registration number DC21) 

Rnancial Statements for the year ended 30 June 2015 

Accounting Offic8r°s Rssponsibiilities and Approval 


The acraunting officer is required by the Municipal Finance Management Act (Act 56 of 2003), to maintain adequate 

r^ponsible for the content and integrity of the financial statements and related financial information 
^ ac^untlng officer to ensure that the financial statements fairiy present the 

^ j ^ financial year and the results of its operations and cash flows for the 

3^ engaged to express an independent opinion on the financial statements and was 
given unrestncled access to all financial records and related data. 


financial statements have been prepared in accordance with Standards of Generally Recognised Accounting Practice 
(GRAP) including any interpretations, guidelines and directives issued by the Accounting Standards Board. 

The financial s^ements are based upon appropriate accounting policies consistently applied and supported by reasonable 
and prudent judgements and estimates. ^ 


The accounting officer acknowledges that he is ultimately responsible for the system of internal financial control established by 
municipality and place considerable importance on maintaining a strong control environment. To enable the accounting 
officer to meet these responsibilities, the accounting officer sets standards for internal control aimed at reducing the risk of 
error ordefidt in a cost effective manner. The standards include the proper delegation of responsibilities within a clearly 
Mfined framework, effective accounting procedures and adequate segregation of duties to ensure an acceptable level of risk. 
These confrols are monitored throughout the munidpality and all employees are required to maintain the highest ethical 
standards in ensuring the municipality’s business is conducted in a manner that in all reasonable circumstances is above 
reproach. The focus of risk management in the municipality is on Identifying, assessing, managing and monitoring all known 
forms of nsk across the municipality. While operating risk cannot be fully eliminated, the municpality endeavours to minimise it 
by ensuring that appropriate infrastructure, controls, systems and ethical behaviour are applied and managed within 
predetermined procedures and constraints. 

The accounting officer is of the opinion, based on the information and explanations given by management, that the system of 
internal control provides reasonable assurance that the finandai records may be relied on for the preparation of the financial 
statements. However, any system of Internal financial control can provide only reasonable, and not absolute, assurance 
against material misstatement or deficit. 

The accounting officer has reviewed the municipality's cash flow forecast for the year to 30 June 2016 and, in the light of this 
review and the (XJrrent finandai position, he is satisfied that the municipality has or has access to adequate resources to 
continue in operational existence for the foreseeable future. 

accounting officer certify that the remuneration of Councillors and in-kind benefits are within the upper limits of the 
framework envisaged In Section 219 of the Constitution, read with the Remuneration of Public Officer Bearers Act and the 
Minister of Provincial and Local Government's determination in accordance with this Act. 

Although the accounting officer is primarily responsible for the finandai affairs of the municipality, he is supported by the 
municipality's external auditors. 

■Hi® eternal auditors are responsible for independently auditing and reporting on the munidpality's financ?! statements. The 
financial statements have been examined by the munidpality's external auditors and their report is presented on page 5. 

The financial statements set out on pages 5 to 90, which have been prepared on the going concern basis, were approved by 
the accounting officer on 30 November 201 5 and were signed on its behalf by: 



DD Naidoo 
Municipal Manager 
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Ugu District Municipality 

(Registration number DC21) 

Financial Statements for the year ended 30 June 2015 

Audit Committee Report 


We are pleased to present our report for the financial year ended 30 June 2015. 

Audit committee members and attendance 

The audit committee consists of the members listed hereunder and should meet four (4) times per annum as per its approved 
terms of reference. During the current year four (4) meetings were held. 

Audit committee responsibility 

The audit committee reports that it has complied with its responsibilities arising from section 38(10)(1) of the PFMA and 
Treasury Regulation 3.1. 

The audit committee also reports that it has adopted appropriate formal terms of reference as its audit committee charter, 
which has regulated its affairs in compliance with this charter and has discharged all its responsibilities as contained therein. 

The effectiveness of internal control 

The system of Internal controls applied by the municipality over financial and risk management is effective, efficient and 
transparent. In line with the PFMA and the King III Report on Corporate Governance requirements, internal Audit provides 
the audit committee and management with assurance that the internal controls are appropriate and effective. This is 
achieved by means of the risk management process, as well as the identification of corrective actions and suggested 
enhancements to the controls and processes. From the various reports of the Internal Auditors, the Audit Report on the 
financial statements, and the management report of the Auditor-General South Africa, it was noted that no matters were 
reported that indicate any material deficiencies in the system of internal control or any deviations therefrom. Accordingly, we 
can report that the system of internal control over financial reporting for the period under review was efficient and effective. 

The quality of in year management and monthly/quarterty reports submitted in terms of the PFMA and the Division of Revenue 
Act 

The audit committee is satisfied with the content and quality of monthly and quarterly reports prepared by the management 
of the municipality during the year under review. 

Evaluation of financial statements 

The audit committee has: 

• reviewed and discussed the audited financial statements to be included in the annual report, with the Auditor- 
General and the ; 

• reviewed the Auditor-General of South Africa's management report and management's response thereto; 

• reviewed changes in accounting policies and practices; 

• reviewed the entities compliance with legal and regulatory provisions; 

• reviewed significant adjustments resulting from the audit 

The audit committee concur with and accept the Auditor-General of South Africa's report on the financial statements, and are of 
the opinion that the audited financial statements should be accepted and read together with the report of the Auditor-General of 
South Africa. 

internal audit 

The audit committee is satisfied that the internal audit function is operating effectively and that it has addressed the risks 
pertinent to the municipality and its audits. 

Auditor-General of South Africa 

The audit committee has met with the Auditor-General of South Africa to ensure that there are no unresolved issues. 


Chairperson of the Audit Committee 


Date: 
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Ugu District Municipality 

(Registration number DC21) 

Financial Statements for the year ended 30 June 2015 


The Independent Auditors Report submits his report for the year ended 30 June 201 5. 
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Ugu District Municipality 

(Registration number DC21) 

Financial Statements for the year ended 30 June 2015 


Statement of Financial Position as at 30 June 2015 


Figures in Rand 

Note(s} 

2015 

2014 

Assets 




Current Assets 




Inventories 

3 

14 426 468 

8 069415 

Current portion of long-term receivables 

4 

51 855 

32 042 

Operating lease asset 

5 

28 410 

57460 

Receivables from non-exchange transactions 

6 

37 149 328 

3 705 427 

VAT receivable 

7 

229 071 

16 970 584 

Receivables from exchange transactions 

8 

95 058 018 

130 457 632 

Cash and cash equivalents 

9 

259 074 427 

160 671 371 



406 017 577 

319 963 921 

Non-Current Assets 




Investment property 

10 

10400 000 

14 600 000 

Property, plant and equipment 

11 

4 169 464 404 4 014 956 072 

Intangible assets 

12 

8 933 645 

9 599 572 

Investments 

13 

200 

100 

Long-term receivables 

4 

270 644 

7 404 

4 189 068 893 4 039 1 63 148 

Total Assets 


4 595 086 470 4 359 127 069 

Liabilities 




Current Liabilities 




Current portion of long-term liabilities 

14 

18 915 505 

18 268 969 

Finance lease obligation 

15 

3 063 785 

3 361 417 

Operating lease liability 

5 

50 643 

59 991 

Payables from exchange transactions 

16 

140 700 227 

98 186 236 

Consumer deposits 

17 

20 034 005 

19 724 662 

Unspent government grants and receipts 

18 

21 365 817 

48 333 089 

Provisions 

19 

20 882 008 

16 399479 

Bank overdraft 

9 

26 152 189 

3 343474 



251 164 179 

207 677 317 

Non-Current Liabilities 




Long-term liabilities 

14 

144 531 365 

162 157 394 

Finance lease obligation 

15 

. 

3 206 864 

Retirement benefit liabilities 

20 

15 250 105 

13 524 137 

Other long-term employee benefits 

21 

13 234 057 

11 076 109 



173 015 527 

189 964 504 

Total Liabilities 


424179 706 

397 641 821 

Net Assets 


4 170 906 764 3 961 485 248 

Accumulated surplus 


4 170 906 764 3 961 485 248 
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Ugu District Monicipality 

(Registration number DC21) 

Financial Statements for the year ended 30 June 2015 


statement of Financial Performance 


Figures in Rand 

Note(s) 

2016 

2014 

Revenue 




Revenue from exchange transactions 

Service charges 

22 

320 233 605 

333 560 621 

Rental of facilities and equipment 

23 

2 430 265 

2 193 961 

Other revenue 

24 

13 357 378 

9 066 791 

Interest received - investment 

25 

18 995 968 

13 820 590 

Total revenue from exchange transactions 


355 017 216 

358 641 963 

Revenue from non-exchange transactions 




Transfer revenue 

Government grants & subsidies 

26 

709 128 307 

664 515 026 

Total revenue 

27 

1 064 145 523 1 023 156 989 


Expenditure 


Employee related costs 

28 

(268 525 883) 

(242 287 019) 

Remuneration of councillors 

29 

(8 689 921) 

(7 784 080) 

Depreciation and amortisation 

30 

(170133199) 

(66 668 666) 

Impairment loss/ Reversal of impairments 

31 

(85 629 566) 

(15 540159) 

Finance costs 

32 

(12 812 707) 

(15 817 647) 

Lease rentals on operating lease 


(1 952 408) 

(2 013144) 

Repairs and maintenance 


(52 560496) 

(17 098 564) 

Bulk purchases 

33 

(52 626 127) 

(46 954224) 

Contracted services 

34 

(19 827 306) 

(19 579 400) 

Transfers and Subsidies 

35 

(70 735 501) 

(122 250 589) 

General Expenses 

36 

(107 916 162) 

(107 748 764) 

Total expenditure 


(851 409 276) 

(663 742 266) 

Operating surplus 


212 736 247 

359 414 733 

Gain (loss) on disposal of assets and liabilities 


885 269 

(1 334421) 

Fair value adjustments 

37 

(4 200 000) 

(10 400 000) 



(3 314 731) 

(11 734 421) 


Surplus for the year 


209421 516 

347 680 312 





Ugu District Municipality 

(Registration number DC21) 

Financial Statements for the year ended 30 June 2015 


StateiTiGT^II; of Chamiges in Net Assets 


Figures in Rand 

Accumulated Total net 
surplus assets 

Balance at 01 July 2013 

Changes in net assets 

3 613 804 936 3 613 804 936 

Surplus for the year 

347 680 312 347 680 312 

Total changes 

347 680 312 347 680 312 

Opening balance as previously reported 

Adjustments 

2 151 809 437 2151 809437 

Correction of errors (Note 45) 

1 809 675 811 1 809 675 811 

Balance at 01 July 2014 as restated* 

Changes in net assets 

3 961 485 248 3 961 485 248 

Surplus for the year 

209 421 516 209421 516 

Total changes 

209 421516 209421 516 

Balance at 30 June 2015 

4 170 906 764 4 170 906 764 

Note(s) 
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Ugu District Municipality 

(Registration number DC21) 

Rnancial Statements for the year ended 30 June 201 5 


Cash Flow Statement 


Figures in Rand 

Note(s) 

2015 

2014 

Cash flows from operating activities 




Receipts 




Sale of goods and services 


287 665 073 

300 872 167 

Grants 


706253174 

666 995 710 

Interest income 


18 995 968 

13 820 590 



1 012 914 215 

981 688 467 

Payments 




Employee costs 


(277 215 804) 

(243 331 442) 

Finance costs 


(12 812 707) 

(15 817 647) 

Other payments 


(303453 799) 

(301 342789) 



(593 482 310) 

(560 491 878) 

Net cash flows from operating activities 

39 

419 431 905 

421 196579 

Cash flows from investing activities 




Purchase of property, plant and equipment 

11 

(321 495 660) 

(306 539 343) 

Proceeds from sale of property, plant and equipment 

11 

885 269 

- 

Purchase of other intangible assets 

12 

(2 479 944) 

(2 469 150) 

Purchase of financial assets 


(100) 

- 

Decrease! (Increase) in long-tenn receivables 


(263 240) 

62 888 

Net cash flows from investing activities 


(323 353 575) 

(308 945 60S) 

Cash flows from financing activities 




Repayment of other financial iiabilities 


(16 979 493) 

(18 759 658) 

Finance lease payments 


(3 504 496) 

(4 720 607) 

Net cash flows from financing activities 


(20483 989) 

(23 480 265) 

Net increase/(dacrease) in cash and cash equivalents 


75 594 341 

88 770 709 

Cash and cash equivalents at the beginning of the year 


157 327 897 

68 557 188 

Cash and cash equivalents at the end of the year 

9 

232 922 238 

157 327 897 
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Ugu District Municipality 

(Registration number DC21) 

Financial Statements for the year ended 30 June 201 5 


statement of Comparison of Budget and Actual Amounts 


Budget on Cash Basis 

Figures in Rand 

Approved 

budget 

Adjustments 

Final Budget 

Actual amounts 
on comparable 
basis 

Difference Reference 

between final 
budget and 
actual 

Statement of Financial Performance 

Revenue 

Revenue from exchange 
transactions 





Service charges 

378 550 964 

15 250 000 

393 800 964 

320 233 605 

(73567 359) 

Rental of facilities and equipment 

2 486 519 

(114 925) 

2 371 594 

2 430 265 

58 671 

Other income 

5 215 072 

50 000 

5 265 072 

13 357 378 

8 092 306 

Interest received - investment 

8 025 321 

2 400 000 

10 425 321 

18 995 968 

8 570 647 

Total revenue from exchange 
transactions 

394 277 876 

17 585 075 

411 862 951 

355 017 216 

(56 845 735) 


Revenue from non-exchange 
transactions 

Transfer revenue 


Government grants & subsidies 

648 345 000 

99 029 836 

747 374 836 

709 128 307 

(38 246 529) 

Total revenue 

1 042 622 876 

116 614 911 

1 159 237787 1 064145 523 

(95 092 264) 

Expenditure 

Personnel 

(249 471 702) 

(9 749 358) 

(259 221 060) 

(268 525 883) 

(9 304 823) 

Remuneration of councillors 

(10 245 226) 

(648 250) 

(10 893 476) 

(8 689 921) 

2 203 555 

Depreciation and amortisation 

(64 022 419) 

- 

(64 022 419) 

(170133199) 

(106110 780) 

Impairment loss/ Reversal of 
impairments 

(21 019155) 

- 

(21 019155) 

(85629 566) 

(64 610 411) 

Finance costs 

(18 950 359) 

- 

(18 950 359) 

(12 812 707) 

6 137 652 

Lease rentals on operating lease 

(2114 000) 

- 

(2114 000) 

(1 952 408) 

161 592 

Repairs and maintenance 

(48 704 835) 

9 076 585 

(39 628 250) 

(52 560 496) 

(12 932 246) 

Bulk purchases 

(49 500 000) 

(5 575 862) 

(55 075 862) 

(52 626 127) 

2 449 735 

Contracted Services 

(24 683 880) 

395 950 

(24 287 930) 

(19 827 306) 

4 460 624 

Transfers and Subsidies 

(106 753172) 

(7 679 175) 

(114 432 347) 

(70735 501) 

43 696 846 

General Expenses 

(126170 274) 

(8 313 768) 

(134 484 042) 

(107 916162) 

26 567 880 

Total expenditure 

(721 635 022) 

(22 493 878) 

(744 128 900) (851 409 276) (107 280 376) 

Operating surplus 

320 987 854 

94 121 033 

415108 887 

212 736 247 

(202 372 640) 

Gain on disposal of assets and 
liabilities 

- 

- 

- 

885 269 

885 269 

Fair value adjustments 

- 

- 

- 

(4 200 000) 

(4 200 000) 


- 

- 

- 

(3 314 731) 

(3 314 731) 

Surplus before taxation 

320 987 854 

94 121 033 

415108 887 

209 421 516 

(205 687 371) 

Actual Amount on Comparable 

320 987 854 

94 121 033 

415108 887 

209 421 516 

(205 687 371) 


Basis as Presented In the 
Budget and Actual 
Comparative Statement 


Reconciliation 
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Ugu District Municipality 

(Registration number DC21) 

Financial Statements for the year ended 30 June 2015 

statement of Comparison of Budget and Actuai Amounts 

Budg^ on Cash Basis 

Approved Adjustments Rnal Budget Actual amounts DIfierance Reference 
budget on comparable between final 

basis budget and 

Figures In Rand actual 


Statement of Financial Position 
Assets 


Current Assets 


Inventories 

8 621 840 

- 

8 621 840 

14426 468 

5 804 628 

Current portion of Long-term 
Receivables 

60 485 

- 

60 485 

51 855 

(8 630) 

Operating lease asset 


> 

- 

28 410 

28410 

Receivables from non-exchange 
transactions 

29116 836 

(29116 836) 

- 

37 149 328 

37 149 328 

VAT receivable 

- 

- 

- 

229 071 

229 071 

Receivables from exchange 
transacfions 

66130 366 

- 

66 130 366 

95 058 018 

28 927 652 

Cash and cash equivalents 

105 753 381 

92 723 066 

198 476 447 

259 074 427 

60 597 980 


209 682 908 

63 606 230 

273289138 

406 017 577 

132 728439 

Non-Current Assets 

Investment property 

22 500 000 


22 500 000 

10400 000 

(12100 000) 

Property, plant and equipment 

2 480 458 565 

(193 234 000) 2 287 224 565 4 169 464 404 1 882 239 839 

Intangible assets 

11 912 875 

- 

11912 875 

8 933 645 

(2 979 230) 

Investments 


• 

- 

200 

200 

Long-term receivables 

129 598 

- 

129 598 

270 644 

141 046 


2 515 001 038 

(193 234 000) 2 321 767 038 4 189 068 893 1 867 301 855 

Total Assets 

2 724 683 946 

(129 627 770) 2 595 056 176 4 595 086 470 2 000 030 294 

Liabilities 






Current Liabilities 






Current portion of long-term 
liabilities 

18 740 711 

- 

18 740 711 

18 915 505 

174 794 

Finance lease obligation 

- 

- 

- 

3 063 785 

3 063785 

Operating lease liability 

- 

- 

- 

50 643 

50 643 

Payables from exchange 
transactions 

169 437 179 

- 

169 437 179 

140 700 227 

(28 736 952) 

Consumer deposits 

19 580 348 


19 580 348 

20 034 005 

453 657 

Unspent conditional grants and 
receipts 

- 

- 

- 

21 365 817 

21 365 817 

Provisions 

1 944 973 

70 723 

2 015 696 

20 882 008 

18 866 312 

Bank overdraft 

- 

- 

- 

26 1 52 189 

26 152 189 


209 703 211 

70 723 

209 773 934 

251164 179 

41 390 245 

Non-Current Liabilities 
Long-term liabilities 

150 077 000 


150 077 000 

144 531 365 

(5 545 635) 

Retirement benefit liabiiities 

29 742 307 

196 375 

29 938 682 

15 250105 

(14 688577) 

Other long-term employee 
benefits 

- 

- 

• 

13 234 057 

13 234 057 


179 819 307 

196 375 

180 015 682 

173 015 527 

(7 000155) 

Total Uabllities 

389 522 518 

267 098 

389 789 616 

424 179 706 

34 390 090 

Net Assets 

2 335 161 428 

(129 894 868) 2 205 266 560 4 170 906 764 1 965 640 204 
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Ugu District Municipality 

(Registration number DC21) 

Financial Statements for the year ended 30 June 2015 

statement of Comparison of Budget and Actual Amounts 

Budget on Cash Basis 

Approved Adjustments Final Budget Actual amounts Difierence Reference 
budget on comparable between final 

basis budget and 

Figures in Rand actual 

Net Assets 

Net Assets Attributable to 
Owners of Controlling Entity 

Reserves 

Accumulated surplus 2 335 161 428 (129 894 868) 2 205 286 660 4 170 906 764 1 965 640 204 


Ugu District Municipaiity 

(Registration number DC21) 

Rnancia) Statements for the year ended 30 June 2015 

statement of Comparison of Budget and Actual Amounts 

Budget on Cash Basis 

Approved Adjustments Final Budget Actual amounts Difference Reference 
budget on comparabte between final 

basis budget and 

Rgures in Rand actual 


Cash Flow Statement 

Cash flows from operating activities 


Receipts 


Sale of goods and services 

Grants 

Interest income 

291 692 560 
648 345 000 
32 373 307 

11 721 440 
99 029 837 
(17 622 486) 

303 414 000 
747 374 837 
14 750 821 

397 634 990 
706 263 174 
18 996 968 

94 120 990 
(41 121 663 ) 

4245147 


972 410 867 

93128791 

1065539 658 1 122 784132 

57 244474 

Payments 

Employee costs 

Finance costs 

Other payments 

(265 083 450) 
(18 951 859) 
(298 061 881) 

(10 603490) 
3925 095 
11460 022 

(275 686 940 ) 
(15 026 764 ) 
(286 601 859 ) 

(255 819 018) 
(12770 213) 
(417 902 700) 

19 867 922 

2 256551 
(131 300 841 ) 


(582 097 190 ) 

4 781 627 

(577 315 563 ) (686491 931 ) (109176 368 ) 

Net cash flows from operating 
activities 

390 313 677 

97 910 418 

488 224 095 

436 292201 

(51 931 894 ) 

Cash flows from investing activities 

Purchase of property, plant and (336 966 1 28) 
equipment 

Decrease/(increa5e) In long-term 
receivables 

(84 578 534) 

(421 544 662 ) 

(339 950 631) 

(263 240) 

81 594 031 

(263 240 ) 

Net cash flows from Investing 
activities 

(336 966 128 ) 

(84 578 534 ) 

(421 544 662 ) 

(340 213 871 ) 

81 330 791 

Cash flows from financing activities 

Proceeds from new loans raised 20 000 000 
Repayment of other financial (1 9 740 71 1 ) 

liabilities 

365 289 

20 000 000 
(19 375 422 ) 

(20483 989) 

(20 000 000 ) 

(1 108567 ) 

Net cash flows from financing 
activities 

(19 740 711 ) 

365 289 

(19 375422 ) 

(20483 989 ) 

(1 108 567 ) 

Net increase/(decrease) in cash 
and cash equivalents 

Cash and cash equivalents at 
the beginning of the year 

33 606 838 

157 327 897 

13 697173 

47 304 011 

157 327 897 

75 594 341 

157 327 897 

28 290 330 

Cash and cash equivalents at 
the end of the year 

190 934 735 

13 697 173 

204 631 908 

232 922 238 

28 290 330 


Reconciliation 
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Ugu District Municipality 

(Registration number DC21) 

Rnanciai Statements for the year ended 30 June 201 6 

Accounting Policies 


1 . Presentation of Financial Statements 

The financial statements have been prepared In accordance with the Standards of Generally Recognised Accounting Practice 
(QRAP), issued by the Accounting Standards Board in accordance with Section 122(3) of the Municipal Finance Management 
Act (Act 56 of 2003). 

These financial statements have been prepared on an accrual basis of accounting and are In accordance with historical cost 
convention as the basis of measurement, unless specified otherwise. They are presented In South African Rand. 

Assets, liabilities, revenues and expenses were not offset, except where offeetting Is either required or permitted by a Standard 
ofGRAP, 

A summary of the significant accounting policies, which have been consistently applied In the preparation of these financial 
statements, are disclosed below. 

These accounting policies are consistent with the previous period. 

1.1 Going concern assumption 

These financial statements have been prepared based on the expectation that the municipality will continue to operate as a 
going concern for at least the next 12 months. 

1.2 Presentation currency 

These financial statements are presented In South African Rand, which is the functional current^ of the municipality. 

1 .3 Investment property 

Investment property Is property (land or a building - or part of a building - or both) held to earn rentals or for capital appreciation 
or both, rather than for 

• use in the production or supply of goods or services or for 

• administrative purposes, or 

• sale in the ordinary course of operations. 

Owner-occupied property is property held for use In the production or supply of goods or services or for administrative 
purposes. 

Investment property is recognised as an asset when, it is probable that the future economic benefits or service potential that 
are associated with the investment property will flow to the municipality, and the cost or fair value of the investment property 
can be measured reliably. 

Investment property is Initially recognised at cost. Transaction costs are included in the initial measurement 

Where investment property is acquired through a non-exchange transaction, its cost is its fair value as at the date of 
acquisition. 

Costs include costs incurred Initially and costs incurred subsequently to add to, or to replace a part of, or service a property. If a 
replacement part is recognised in the carrying amount of the investment property, the carrying amount of the replaced part is 
derecognised. 

The carrying amount of an item of investment property is derecognised on disposal. The gain or loss arising from the 
derecognition of an item of investment proper^ is included in surplus or deficit when the item is derecognised. 
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Investment property (continued) 

Fair value 

Subsequent to inttiai measurement investment property is measured at ^r value. 

The fair value of Investment property reflects marHet conditions at the reporting date. 

A gain or loss arising from a change In fair value Is Included in net surplus or deficit for the period In which it arises. 

If the entity determines that the fair value of an Investment property under construction is not reliably determinable but expects 
the fair value of the property to be reliably measurable when construction is complete, it measures that Investment property 
under construcb'on at cost until either its fair value becomes reliably determinable or construction Is completed (whichever Is 
earlier). If the entity determines that the fair value of an investment property (other than an Investment property under 
construction] Is not reliably determinable on a continuing basis, the entity measures that Investment property using the cost 
model (as per the accounting policy on Property, plant and equipment). The residual value of the investment property Is then 
assumed to be zero. The entity applies the cost model (as per the accounting policy on Property, plant and equipment) until 
disposal of the investment property. 

Once the entity becomes able to measure reliably the fair value of an investment property under construction that has 
previously been measured at cost. It measures that property at its fair value. Once construction of that property is complete, it 
is presumed that ^ir value can be measured reliably, if this is not the case, the property Is accounted for using the cost model 
in accordance with the accounting policy on Property, plant and equipment 

Compensation from third parties for investment property that was Impaired, lost or given up Is recognised In surplus or deficit 
when the compensation becomes receivable. 

1.4 Property, plant and equipment 

Property, plant and equipment are tangible non-current assets (Including Infrastructure assets) that are held for use in the 
production or supply of goods or services, rental to others, or for administrative purposes, and are expected to be used during 
more than one period. 

The cost of an item of property, plant and equipment is recognised as an asset when: 

• it Is probable that future economic benefits or service potential associated with the item will flow to the 
municipality; and 

• the cost ofthe item can be measured reliably. 

Property, plant and equipment is initially measured at cost. 

The cost of an item of property, plant and equipment is the purchase price and other costs attributable to bring the asset to the 
location and condition necessary for it to be capable of operating in the manner intended by management Trade discounts and 
rebates are deducted in arriving at the cost 

Where an asset is acquired through a non-exchange transaction, its cost is its fair value as at date of acquisition. 

Where an item of property, plant and equipment is acquired in exchange for a non-monetary asset or monetary assets, or a 
combination of monetary and non-monetary assets, the asset acquired is initially measured at fair value (the cost). If the 
acquired Item's fair value was not determinable, its deemed cost is the carrying amount ofthe asset(s) given up. 

When significant components of an item of property, plant and equipment have different useful lives, they are accounted for as 
separate items (major components) of property, plant and equipment. 

Costs include costs incurred initially to acquire or construct an item of property, plant and equipment and costs incurred 
subsequently to add to, replace part of, or service it. If a replacement cost is recognised in the carrying amount of an item of 
property, plant and equipment, the carrying amount of the replaced part is derecognised. 

The initial estimate of the costs of dismantling and removing the item and restoring the site on which it is located is also 
included in the cost of property, plant and equipment, where the entity is obligated to incur such expenditure, and where the 
obligation arises as a result of acquiring the asset or using it for purposes other than the production of inventories. 
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1 .4 Property, plant and equipment (continued) 

Recognition of costs In the carrying amount of an item of property, plant and equipment ceases when the Item is in the location 
and condition necessary for it to be capable of operating in the manner intended by management 

Major spare parts and stand by equipment which are expected to be used for more than one period are included in property, 
plant and equipment In addition, spare parts and stand by equipment which can only be used in connection with an item of 
property, plant and equipment are accounted for as property, plant and equipment 

Mq|or inspection costs which are a condition of continuing use of an item of property, plant and equipment and which meet the 
recognition criteria above are included as a replacement In the cost of the item of property, plant and equipment Any remaining 
Inspection costs from the previous inspection are derecognised. 

Property, plant and equipment Is carried at cost less accumulated depreciation and any impairment losses. 

Property, plant and equipment are depreciated on the straight line basis over their expected useful lives to their estimated 
residual value. 

Property, plant and equipment is carried at cost less accumulated depreciation and any Impairment losses. 

The useful lives of items of property, plant and equipment have been assessed as follows; 


item Depreciation method Average useful life 


Land 

Straight line 

Indefinite 

Buildings - Improvements 

Straight line 

5 to 30 years 

Infrastructure - Security measures 

Straight line 

7 to 25 years 

Infrastructure - Sewerage 

Straight line 

7 to 60 years 

Infrastructure - Water 

Straight line 

5 to 100 years 

Community - Sports facilities 

Straight line 

5 to 30 years 

Community - Other facilities 

Straight line 

5 to 30 years 

Other - Computer equipment 

Straight line 

3 to 10 years 

Other - Furniture and Fittings 

Straight line 

3 to 15 years 

Other - Office equipment 

Straight line 

4 to 15 years 

Other - Plant and equipment 

Straight line 

2 to 15 years 

Other - Specialised vehicles 

Straight line 

10 to 15 years 

Other - Other Movable Assets 

Straight line 

5 to 16 years 


The residual value, and the useful life and depreciation method of each asset are reviewed at the end of each reporting date, if 
the expectations differ from previous estimates, the change is accounted for as a change in accounting estimate. 

Reviewing the useful life of an asset on an annual basis does not require the entity to amend the previous estimate unless 
expectations differ from the previous estimate. 

Each part of an item of property, plant and equipment with a cost that is significant in relation to the total cost of the item is 
depreciated separately. 

The depreciation charge for each period is recognised in surplus or deficit unless it is included in the carrying amount of 
another asset. 

Items of property, plant and equipment are derecognised when the asset is disposed of or when there are no further economic 
benefits or service potential expected from the use of the asset. 

The gain or loss arising from the derecognition of an item of property, plant and equipment is included in surplus or deficit when 
the item is derecognised. The gain or loss arising from the derecognition of an item of property, plant and equipment is 
determined as the difference between the net disposal proceeds, if any, and the carrying amount of the item. 

Assets which the municipality holds for rentals to others and subsequently routinely sell as part of the ordinary course of 
activities, are transferred to inventories when the rentals end and the assets are available-for-sale. Proceeds from sales of 
these assets are recognised as revenue. All cash flows on these assets are included in cash flows from operating activities in 
the cash flow statement 
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1.5 Intangible assets 

An asset is Identifiable if it either 

• is separable, I.e. Is capable of being separated or divided from an entity and sold, transferred, licensed, rented or 
exchanged, either individually or together with a related contract, Identifiable assets or liability, regardless of 
whether the entity intends to do so; or 

• arises from binding arrangements (Including rights from contracts), regardless of whether those rights are 
transferable or separable from the municipality or from other rights and obligations. 

A binding arrangement describes an arrangement that confers similar fights and obligations on the parties to it as If It were In 
the form of a contract 

An Intangible asset Is recognised when: 

• it is probable that the expected future economic benefits or service potential that are attributable to the asset will 
fiowto the municipality; and 

• the cost or fair value of the asset can be measured reliably. 

The municipality assesses the probability of expected future economic benefits or service potential using reasonable and 
supportable assumptions that represent management's best estimate of the set of economic conditions that will exist over the 
useful life of the asset 

Where an Intangible asset Is acquired through a non-exchange transaction, its Initial cost at the date of acquisition Is measured 
at Its fair value as at that data. 

Expenditure on research (or on the research phase of an Internal project) is recognised as an expense when it Is incurred. 

An Intangible asset arising from development (or from the development phase of an Internal project) Is recognised when: 

• It is technically feasible to complete the asset so that it will be available for use or sale. 

• there is an Intention to complete and use or sell It 

• there Is an ability to use or sell It 

• it will generate probable future economic benefits or service potential. 

• there are available technical, financial and other resources to complete the development and to use or sell the 
asset. 

" the expenditure attributable to the asset during its development can be measured reliably. 

Intangible assets are carried at cost less any accumulated amortisation and any impairment losses. 

An intangible asset is regarded as having an indefinite useful life when, based on all relevant factors, there is no foreseeable 
limit to the period over which the asset is expected to generate net cash inflows or service potential. Amortisation Is not 
provided for these intangible assets, but they are tested for impairment annually and whenever there is an indication that the 
asset may be impaired. For all other Intangible assets amortisation is provided on a straight line basis over their useful life. 

The amortisation period and the amortisation method for Intangible assets are reviewed at each reporting date. 

Reassessing the useful life of an intangible asset with a finite useful life after it was classified as indefinite is an indicator that 
the asset may be Impaired, As a result the asset is tested for impairment and the remaining carrying amount Is amortised over 
its useful life. 

Internally generated brands, mastheads, publishing titles, customer lists and items similar in substance are not recognised as 
intangible assets. 

Internally generated goodwill is not recognised as an intangible asset. 

Amortisation is provided to write down the intangible assets, on a straight line basis, to their residual values as follows: 

Item Useful life 

Computer software, other 2 to 5 years 

Rights and servitudes Infinitive 

Intangible assets are derecognised: 

• on disposal; or 

« when no future economic benefits or service potential are expected from its use or disposal. 
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1 .5 Intangible assets (continueci) 

The gain or loss Is the difference between the net disposal proceeds, If any, and the carrying amount It is recognised in 
surplus or deficit when the asset is derecognised. 

1.6 Investments In controlled entitles 

investments In controlled entities are carried at cost less any accumulated impairment 

The cost of an Investment In controlled entity is the aggregate of: 

• the fair value, at the date of exchange, of assets given, liabilities Incurred or assumed, and equity instruments 
Issued by the municipality; plus 

• any costs directly atMbuteble to the purchase of the controlled entity. 

An adjustment to the cost of a business combination contingent on future events is included In the cost of the combination If the 
adjustment Is probable and can be measured reliably. 

1.7 Financial Instruments 

A financial Instrument Is any contract that gives rise to a financial asset of one entity and a financial liability or a residual 
interest of another entity. 

The amortised cost of a financial asset or financial liability Is the amount at which the financial asset or financial liability Is 
measured at Initial recognition minus principal repayments, plus or minus the cumulative amortisation using the effective 
Interest method of any difierence between that Initial amount and the maturity amount, and minus any reduction (directly or 
through the use of an allowance account) for Impairment or uncollectibillty. 

A concessionary loan is a loan granted to or received by an entity on terms that are not market related. 

Credit risk Is the risk that one party to a financial instrument will cause a financial loss for the other party by failing to discharge 
an obligation. 

Currency risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in 
foreign exchange rates. 

Derecognition Is the removal of a previously recognised financial asset or financial liability from an entity's statement of 
financial position. 

A derivative is a financial instrument or other contract with all three of the following characteristics: 

** Its value changes In response to the change in a specified interest rate, financial instrument price, commodity price, 
foreign exchange rate, index of prices or rates, credit rating or credit index, or other variable, provided in the case of 
a non-financlal variable that the variable is not specific to a party to the contract (sometimes called the 'underlying'). 

• It requires no initial net investment or an Initial net investment that is smaller than would be required for other types 
of contracts that would be expected to have a similar response to changes in market factors. 

• It is settled at a future date. 

The effective interest method is a method of calculating the amortised cost of a financial asset or a financial liability (or group of 
financial assets or financial liabilities) and of allocating the Interest income or interest expense over the relevant period. The 
effective interest rate is the rate that exactly discounts estimated future cash payments or receipts through the expected life of 
the financial instrument or, when appropriate, a shorter period to the net carrying amount of the financial asset or financial 
liability. When calculating the effective interest rate, an entity shall estimate cash flows considering all contractual terms of the 
financial instrument (for example, prepayment, call and similar options) but shall not consider future credit losses. The 
calculation includes all fees and points paid or received between parties to the contract that are an integral part of the effective 
interest rate (see the Standard of GRAP on Revenue from Exchange Transactions), transaction costs, and all other premiums 
or discounts. There is a presumption that the cash flows and the expected life of a group of similar financial instruments can be 
estimated reliably. However, in those rare cases when it is not possible to reliably estimate the cash flows or the expected life 
of a financial instrument (or group of financial instruments), the entity shall use the contractual cash flows over the fell 
contractual term of the financial instrument (or group of financial insfuments). 

Fair value is the amount for which an asset could be exchanged, or a liability settled, between knowledgeable willing parties in 
an arm's length transaction. 
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1 .7 Financial Instruments (continued) 

A financial asset is: 

• cash; 

• a residual interest of another entity; or 

• a contractual right to: 

receive cash or another financial asset firom another entity; or 

exchange financial assets or financial liabilities with another entity under conditions that are potentially 
fovourable to the entity. 

A financial guarantee contract Is a contract that requires the issuer to make specified payments to reimburse the holder for a 
loss it incurs because a specified debtor fails to make payment when due in accordance with the original or modified terms of a 
debt instrument 

A financial liability is any iiabQifythat is a contractual obligation to: 

• deliver cash or another financial asset to another entity; or 

• exchange finandai assets or financial liabilities under conditions that are potentially unfovourable to the entity. 

Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in 
market interest rates. 

Liquidity risk is the risk encountered by an entity in the event of difficulty In meeting obligations associated with financial 
liabilities that are settled by delivering cash or another financial asset 

Loan commitment is a firm commitment to provide credit under pre-speclfied terms and conditions. 

Loans payable are financial iiabiitties, other than short-term payables on normal credit terms. 

Market risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in 
market prices. Market risk comprises three types of risk: currency risk, Interest rate risk and other price risk. 

Other price risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in 
market prices (other than those arising from interest rats risk or currency risk), whether those changes are caused by factors 
specific to the indWiduai financial instrument or its Issuer, or factors affecting all similar financial instruments traded in the 
market 

A financial asset is past due when a counterparty has failed to make a payment when contractually due. 

A residual interest is any contract that manfiests an interest In the assets of an entity after deducting all of its liabilities. A 
residual interest includes contributions from owners, which may be shown as: 

• equity instruments or similar forms of unitised capital; 

• a formal designation of a transfer of resources (or a class of such transfers) by the parties to the transaction as 
forming part of an entity’s net assets, either before the contribution occurs or at the time of the contribution; or 

• a formal agreement, in relation to the contribution, establishing or increasing an existing financial interest in the net 
assets of an entity. 

Transaction costs are incremental costs that are directly attributable to the acquisition, issue or disposal of a financial asset or 
financial liability. An incremental cost Is one that would not have been incurred if the entity had not acquired, issued or 
disposed of the financial instrument. 

Financial instruments at amortised cost are non-derivative financial assets or non-derivative financial liabilities that have fixed 
or determinable payments, excluding those instruments that 

• the entity designates at fair value at initial recognition; or 

• are held for trading. 

Financial instruments at cost are investments in residual interests that do not have a quoted market price in an active market, 
and whose fair value cannot be reliably measured. 

Financial instruments at fair value comprise financial assets or financial liabilities that are: 

• derivatives; 

• combined instruments that are designated at fair value; 
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1 .7 Rnancial Instruments (continued) 

• instruments held for trading. A financial instrument is held for trading \t 

it Is acquired or incurred principally for the purpose of selling or repurchasing It in the near-term; or 
on initiai recognition it Is part of a portfolio of identified financiai instruments that are managed together and for 
which there is evidence of a recent actual pattern of short term profit-taking; 

non-derivative financiai assets or financiai liabilities with fi^d or determinable payments that are designated at 
fair value at initial recognition; and 

- financial instruments that do not meet the definition of financiai Instruments at amortised cost or financial 
instruments at cost 

Classification 

The entity has the following types of financial assets (classes and category) as reflected on the face of the statement of 
financial position or In the notes thereto; 


Class 

Long-term receivables 
Receivables from exchange transactions 
Receivables from non-exchange transactions 
Investments 

Cash and cash equivalents 

The entity has the following types of financiai liabilities 
financial position or In the notes thereto: 


Category 

Financial asset measured at amortised cost 
Financiai asset measured at amortised cost 
Financial asset measured at amortised cost 
Financial asset measured at amortised cost 
Financial asset measured at fair value 

and category) as reflected on the face of the statement of 


Class Category 

Annuity loans Financial liability measured at amortised cost 

Finance lease liability Financial liability measured at amortised cost 

Trade and other payables Financial liability measured at amortised cost 

Bank overdraft Financial Itabili^ measured at fair value 

Initial recognition 

The entity recognises a financial asset or a financial liability in its statement of financial position when the entity becomes a 
party to the contractual provisions of the Instrument 

The entity recognises financial assets using trade date accounting. 

Initial measurement of financial assets and financial liabilities 

The entity measures a financial asset and financial liability Initially at its fair value plus transaction costs that are directly 
attributable to the acquisition or issue of the financial asset or financiai liability. 

The entity measures a financial asset and financial liability initially at its fair value [if subsequently measured at fair value]. 

The entity first assesses whether the substance of a concessionary loan is in fact a loan. On initial recognition, the entity 
analyses a concessionary loan into its component parts and accounts for each component separately. The entity accounts for 
that part of a concessionary loan that is; 

• a social benefit in accordance with the Framework for the Preparation and Presentation of Financial Statements, 
where it is the issuer of the loan; or 

■ non-exchange revenue, in accordance with the Standard of GRAP on Revenue from Non-exchange Transactions 
(Taxes and Transfers), where it is the recipient of the loan. 
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1 .7 Rnanciai Instruments (continued) 

Subsequent measurement of financial assets and financial liabilities 

The entity measures all financial assets and financial liabilities after initial recognition using the following categories: 

• Financial Instruments at ^ir value. 

• Financial instruments at amortised cost 

• Finandal instruments at cost 

All financial assets measured at amortised cost, or cost, are subject to an Impairment review. 

Fair value measurement considerations 

The best evidence of fair value is quoted prices In an active market If the market for a financial instrument is not active, the 
entity establishes fair value by using a valuation technique. The objective of using a valuation technique Is to establish what the 
transaction price would have been on the measurement date in an arm's length exchange motivated by normal operating 
considerations. Valuation techniques Include using recent arm's length market transactions between knowledgeable, willing 
parties, if available, reference to the current fair value of another instrument that is substantially the same, discounted cash flow 
analysis and option pricing models. If there is a valuation technique commonly used by market participants to price the 
instrument and that technique has been demonstrated to provide reliable estimates of prices obtained In actual market 
transactions, the entity uses that technique. The chosen valuation technique makes maximum use of market inputs and relies 
as little as possible on entity-specific inputs, it Incorporates all factors that market participants would consider In setting a price 
and Is consistent with accepted economic methodologies for pricing financial instruments. Periodically, an municipality 
calibrates the valuation technique and tests it for validity using prices from any observable current market transactions in the 
same instrument (I.e. without modification or repackaging) or based on any available observable market data. 

The felr value of a financial liability with a demand feature (e.g, a demand deposit) Is not less than the amount payable on 
demand, discounted from the first date that the amount could be required to be paid. 

Reclassification 

The entity does not reclassify a financial Instrument while it is Issued or held unless it Is: 

• combined instrument that is required to be measured at fair value; or 

• an investment in a residual interest that meets the requirements for reclassification. 

Where the entity cannot reliably measure the fair value of an embedded derivative that has been separated from a host 
contract that is a finandal instrument at a subsequent reporting date, it measures the combined instrument at fair value. This 
requires a reclassification of the instrument from amortised cost or cost to fair value. 

If fair value can no longer be measured reliably for an investment in a residual interest measured at fair value, the entity 
reclassifies the investment from fair value to cost The carrying amount at the date that fair value is no longer available 
becomes the cost 

If a reliable measure becomes available for an investment In a residual interest for which a measure was previously not 
available, and the instrument would have been required to be measured at fair value, the entity reclassifies the instrument from 
cost to fair value. 

Gains and losses 

A gain or loss arising from a change in the fair value of a financial asset or financial liability measured at fair value is 
recognised in surplus or deficit 

For finandal assets and finandal liabilities measured at amortised cost or cost, a gain or loss is recognised in surplus or deficit 
when the financial asset or financial liability is derecognised or impaired, or through the amortisation process. 

Impairment and uncollectibillty of financial assets 

The entity assess at the end of each reporting period whether there is any objective evidence that a financial asset or group of 
financial assets is impaired. 

Financial assets measured at amortised cost: 
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1.7 FInanctel Instruments (continued) 

If there Is objective evidence that an Impairment loss on financial assets measured at amortised cost has been incurred, the 
amount of the loss is measured as the difference between the asset’s carrying amount and the present value of estimated 
future cash flows (excluding future credit losses that have not been Incurred) discounted at the finandal asset’s original 
effecfive interest rate. The carrying amount of the asset is reduced directly OR through the use of an allowance account The 
amount of the loss Is recognised In surplus or deficit 

If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be related objectively to an 
event occurring after the Impairment was recognised, the previously recognised impairment loss is reversed directly OR by 
adjusting an allowance account The reversal does n^ result In a carrying amount of the financial asset that exceeds what the 
amortised cost would have been had the impairment not been recognised at the date the impairment is reversed. The amount 
of the reversal Is recognised In surplus or deficit 

Financial assets measured at cost 

If there is objective evidence that an impairment loss has been incurred on an investment in a residual interest that is not 
measured at fair value because its fair value cannot be measured reliably, the amount of the impairment loss is measured as 
the difference between the carrying amount of the financial asset and the present value of estimated future cash flows 
discounted at the current market rate of return for a similar financial asset Such impairment losses are not reversed. 
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Derecognition 
Rnanciai assets 

The entity derecognises financiai assets using trade date accounting. 

The entity derecognises a financial asset only when: 

• the contractual rights to the cash flows from the financial asset expire, are settled or waived; 

• the entity transfers to another party substantially all of the risks and rewards of ownership of the financial asset; or 

• the entity, despite having retained some significant risks and rewards of ownership of the financial asset, has 
transferred control of the asset to another party and the other party has the practical ability to sell the asset in its 
entirety to an unrelated third party, and is able to exercise that ability unilaterally and without needing to impose 
additional restrictions on the tran^r. In this case, the entity : 

derecognise the asset; and 

recognise separately any rights and obligations created or retained in the transfer. 

The carrying amounts of the transferred asset are allocated between the rights or obligations retained and those transferred on 
the basis of their relative frilr values at the transfer date. Newly created rights and obligations are measured at their fair values 
at that date. Any difference between the consideration received and the amounts recognised and derecognised Is recognised 
in surplus or deficit In the period of the transfer. 

If the entity transfers a financial asset In a transfer that qualifies for derecognition in its entirety and retains the right to service 
the financial asset for a fee, It recognise either a servicing asset or a servicing liability for that servicing contract if the fee to be 
received is not expected to compensate the entity adequately for performing the servicing, a servicing liability for the servicing 
obligation is recognised at its fair value. If the fee to be received Is expected to be more than adequate compensation for the 
servicing, a servicing asset is recognised for the servicing right at an amount determined on the basis of an allocation of the 
carrying amount of the larger financial asset. 

If, as a result of a transfer, a financial asset is derecognised In its entirety but the transfer results in the entity obtaining a new 
financial asset or assuming a new financial liability, or a servicing liability, the enti^ recognise the new financial asset, financial 
liability or servicing liability at fair value. 

On derecognition of a financial asset in its entirety, the difference between the carrying amount and the sum of the 
consideration received Is recognised in surplus or deficit 

If the transferred asset is part of a larger financial asset and the part transferred qualifies for derecognition in its entirety, the 
previous carrying amount of the laiger financial asset is allocated between the part that continues to be recognised and the part 
that is derecognised, based on the relative fair values of those parts, on the date of the transfer. Forlhis purpose, a retained 
servicing asset is treated as a part that continues to be recognised. The difference between the carrying amount allocated to 
the part derecognised and the sum of the consideration received for the part derecognised is recognised In surplus or deficit 

If a transfer does not result in derecognition because the entity has retained substantially all the risks and rewards of ownership 
of the transferred asset the entity continue to recognise the transferred asset in its entirety and recognise a financial liability for 
the consideration received. In subsequent periods, the entity recognises any revenue on the transferred asset and any expense 
incurred on the financial liability. Neither the asset and the associated liability nor the revenue, and the associated expenses 
are offset 

Financial liabilities 

The entity removes a financial liability (or a part of a financial liability) from its statement of financial position when it is 
extinguished — i.e. when the obligation specified in the contract is discharged, cancelled, expires or waived. 

An exchange between an existing borrower and lender of debt instruments with substantially different terms is accounted for as 
having extinguished the original financial liability and a new financial liability is recognised. Similarly, a substantial modification 
of the terms of an existing financial liability or a part of it is accounted for as having extinguished the original financial liability 
and having recognised a new financial liability. 
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1.7 Financial Instruments (continued) 

The difference between the carrying amount of a financiai iiability (or part of a financial liability) extinguished or transferred to 
another party and the consideration paid, including any non-cash assets transferred or iiabiiities assumed, Is recognised in 
surplus or deficit Any liabilities that are waived, forgiven or assumed by another entity by way of a non-exchange transaction 
are accounted for In accordance with the Standard of GRAP on Revenue from Non-exchange Transactions (Taxes and 
Transfers). 

Presentation 

Interest relating to a financiai Instrument or a component that is a financial liability is recognised as revenue or expense in 
surplus or deficit 

Dividends or similar distributions relating to a financial Instrument or a component that is a financial liability is recognised as 
revenue or expense In surplus or deficit 

Losses and gains relating to a financial instrument or a component that Is a financial liability is recognised as revenue or 
expense in surplus or deficit 

Distributions to holders of residual interests are debited by the entity directly to net assets, net of any related income tax benefit 
[where applicable]. Transaction costa incurred on residual Interests is accounted for as a deduction from net assets, net of any 
related income tax benefit [where applicable]. 

A financial asset and a financial liability are only offset and the net amount presented in the statement of financial position 
when tile entity currently has a legally enforceable right to set off the recognised amounts and intends either to settle on a net 
basis, or to realise the asset and settle the liability simultaneously. 

in accounting for a transfer of a financial asset that does not qualify for derecognition, the entity does not offset the transferred 
asset and the associated liability. 

1.8 Leases 

A tease Is classified as a finance lease if it transfers substantially ait the risks and rewards inddental to ownership. A lease is 
classified as an operating lease if it does not transfer substantially ail the risks and rewards incidental to ownership. 

When a lease Includes both land and buildings elements, the entity assesses the classification of each element separately. 

Finance leases - lessee 

Finence leases are recognised as assets and liabilities in the statement of financial position at amounts equal to the fair value 
of the leased property or, if lower, the present value of the minimum lease payments. The corresponding liability to the lessor is 
included in the statement of financial position as a finance lease obligation. 

The discount rate used in calculating the present value of the minimum lease payments is the interest rate implicit in the lease. 

Minimum lease payments are apportioned between the finance charge and reduction of the outstanding liability. The finance 
charge is allocated to each period during the tease temn so as to produce a constant periodic rate of on the remaining balance 
of the liability. 

Any contingent rents are expensed in the period in which they are incurred. 
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1 .8 Leases (continued) 

Operating leases - lessor 

Operating lease revenue is recognised as revenue on a straight-line basis over the lease term. 

Initiat direct costs incurred in negotiating and arranging operating leases are added to the carrying amount of the leased asset 
and recognised as an expense over the lease term on the same basis as the lease revenue. 

The aggregate cost of incentives Is recognised as a reduction of rental revenue over the lease term on a straight-line basis. 

The aggregate benefit of incentives is recognised as a reduction of rental expense over the lease term on a straight-line basis. 
Income for leases Is disclosed under revenue in statement of financial performance. 

Operating leases - lessee 

Operating lease payments are recognised as an expense on a straight-line basis over the lease term. The difference between 
the amounts recognised as an expense and the contractual payments are recognised as an operating lease asset or llablll^. 

1.9 Inventories 

Inventories are initially measured at cost except where Inventories are acquired through a non-exchange transaction, then their 
costs are their fair value as at the date of acquisition. 

Subsequently inventories are measured at the lower of cost and net realisable value. 

Inventories are measured at the lower of cost and current replacement cost where they are held fon 

• distribution at no charge or for a nominal charge; or 

• consumption in the production process of goods to be distributed at no charge or for a nominal charge. 

Net realisable value is the estimated selling price In the ordinary course of operations less the estimated costs of completion 
and the estimated costs necessary to make the sale, exchange or distribution. 

Current replacement cost is the cost the municipality incurs to acquire the asset on the reporting date. 

The cost of Inventories comprises of all costs of purchase, costs of conversion and other costs incurred in bringing the 
inventories to their present location and condition. 

The cost of inventories of items that are not ordinarily interchangeable and goods or services produced and segregated for 
specific projects is assigned using specific identification of the individual costs. 

The cost of inventories is assigned using the first-in, first-out (FIFO) formula. The same cost formula is used for all inventories 
having a similar nature and use to the municipality. 

Consumable stores, maintenance stores, and water: 

Consumable stores, raw materials, work-in-progress and finished goods are valued at the lower of cost and net realisable value 
(net amount that the municipality expects to realise from the sale on inventory in the ordinary course of business). In general, 
the basis of determining cost is the weighted average cost of commodities. If Inventories are to be distributed at no charge or 
for a nominal charge, they are valued at the lower of cost and current replacement cost 

Water inventory: 

Water is regarded as inventory when the municipality purchases water in bulk with the Intention to resell it to the consumers or 
to use it internally, or where the municipality has Incurred purification costs on water obtained from natural resources (rain, 
rivers, springs, boreholes, etc.). However, water in dams, that are filled by natural resources and that has not yet been treated, 
that is under the control of the municipality but cannot be measured reliably as there is no cost attached to the water, is 
therefore not recognised in the statement of financial position. 
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1.9 inventories (continued) 

The basis of determining the cost of water purchased and not yet sold at statement of financial position date comprises all 
costs of purchase, cost of conversion and other costs Incurred in bringing the Inventory to Its present location and condition, 
net of trade discounts and rebates. 

Water and purified effluent are valued by using the First In First Out Method, at the lowest of purified cost and net realisable 
value, Insofar as it is stored and controlled in reservoirs at year-end. 

Redundant and slow-moving Inventories are identified and written down from cost to net realisable value with regard to their 
estimated economic or realisable values and sold by public auction. Net realisable value Is the estimated selling price In the 
ordinary course of business, less applicable variable selling expenses. Differences arising on the measurement of such 
Inventory at the lower of cost and net realisable value are recognised In the statement of financial performance In the year In 
which they arise. The amount of any reversal of any write-down of Inventories arising from an Increase in net realisable value or 
current replacement cost Is recognised as a reduction In the amount of Inventories recognised as an expense In the period In 
which the reversal occurs. 

The carrying amount of inventories is recognised as an expense in the period that the inventory was sold, distributed, written 
off or consumed, unless that cost qualifies for capitalisation to the cost of another asset 

1.10 Impainnant of cash-generating assets 

Cash-generating assets are those assets held by the municipality with the primary objective of generating a commercial return. 
When an asset Is deployed In a manner consistent with that adopted by a profit-orientated entity. It generates a commercial 
return. 

Impairment is a loss in the future economic benefits or service potential of an asset, over and above the systematic recognition 
of the loss of the asset’s future economic benefits or service potential through depreciation (amortisation). 

Canying amount is the amount at which an asset is recognised in the statement of financial position after deducting any 
accumulated depreciation and accumulated impairment losses thereon. 

A cash-generating unit Is the smallest identifiable group of assets held with the primary objective of generating a commercial 
return that generates cash inflows from continuing use that are largely independent of the cash inflows from other assets or 
groups of assets. 

Costs of disposal are Incremental costs directly attributable to the disposal of an asset excluding finance costs and income tax 
expense. 

Depreciation /Amortisation) is the systematic allocation of the depreciable amount of an asset over its useful life. 

Fair value less costs to sell is the amount obtainable from the sale of an asset in an arm's length transaction between 
knowledgeable, willing parties, less the costs of disposal. 

Recoverable amount of an asset or a cash-generating unit is the higher its fair value less costs to sell and its value in use. 
Useful life is either 

(a) the period of time over which an asset is expected to be used by the munidpality; or 

(b) the number of production or similar units expected to be obtained from the asset by the municipality. 

Criteria developed by the municipality to distinguish cash-generating assets from non-cash-generating assets are as follow: 
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1.10 Impairment of cash-generating assets (continued) 

Identification 

When the carrying amount of a cash-generating asset exceeds its recoverabie amount, It Is Impaired. 

The municipality assesses at each reporting date whether there is any indication that a cash-generating asset may be 
Impaired. If any such indication exists, the municipality estimates the recoverable amount of the asset 

irrespective of whether there Is any Indication of impairment the municipality also teat a cash-generating Intangible asset with 
an indefinite useful IHe or a cash-generating intangible asset not yet available for use for impairment annually by comparing its 
carrying amount with its recoverable amount This Impairment te^ Is performed at the same time every year. If an Intangible 
asset was Initially recognised during the current reporting period, that intangible asset was tested for Impairment before the end 
of the current reporting period. 

Value in use 

Value in use of a cash-generating asset Is the present value of the estimated future cash flows expected to be derived from the 
continuing use of an asset and from Its disposal atthe end of its useful IHe. 

When estimating the value in use of an asset, the municipality estimates the future cash Inflows and outflows to be derived 
from continuing use of the asset and from its ultimate disposal and the municipality applies the appropriate discount rate to 
those future cash flows. 

Basle for estimates of future cash flows 

In measuring value In use the munidpaiity: 

• base cash flow projections on reasonable and supportable assumptions that represent management's best estimate 
of the range of economic conditions that will exist over the remaining useful Ilfs of the asset Greater weight Is given 
to external evidence; 

• base cash flow projections on the most recent approved financial budgets/forecasts, but excludes any estimated 
future cash inflows or outflows expected to arise from future restructuring's or from improving or enhancing the 
assefs performance. Projections based on these budgets/forecasts covers a maximum period of five years, unless a 
longer period can be Justified; and 

• estimate cash flow projections beyond the period covered by the most recent budgets/forecasts by extrapolating the 
projections based on the budgets/forecasts using a steady or declining growth rate for subsequent years, unless an 
increasing rate can be justified. This growth rate does not exceed the long-term average growth rate for the 
products, industries, or country or countries In which the entity operates, or for the market In which the asset is used, 
unless a higher rate can be justified. 

Composition of estimates of future cash flows 

Estimates of future cash flows include: 

• projections of cash inflows from the continuing use of the asset; 

• projections of cash outflows that are necessarily incurred to generate the cash inflows from continuing use of the 
asset (including cash outflows to prepare the asset for use) and can be directly attributed, or allocated on a 
reasonable and consistent basis, to the asset, and 

• net cash flows, if any, to be received (or paid) for the disposal of the asset at the end of its useful life. 

Estimates of future cash flows exclude: 

• cash inflows or outflows from financing activities; and 

• income tax receipts or payments. 

The estimate of net cash flows to be received (or paid) for the disposal of an asset at the end of its useful life is the amount that 
the municipality expects to obtain from the disposal of the asset in an arm's length transaction between knowledgeable, willing 
parties, after deducting the estimated costs of disposal. 

Discount rate 

The discount rate is a pre-tax rate that reflects current market assessments of the time value of money, represented by the 
current risk-free rate of interest and the risks specific to the asset for which the future cash flow estimates have not been 
adjusted. 
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1.10 Impairment of cash-generating assets (continued) 

Recognition and measurement (individual asset) 

If the recoverable amount of a cash-generating asset is less than its carrying amount, the carrying amount of the asset is 
reduced to its recoverable amount. This reduction is an impairment loss. 

An impairment loss is recognised immediately in surplus or deficit 

Any impairment loss of a revalued cash-generating asset is treated as a revaluation decrease. 

When the amount estimated for an impairment loss is greater than the carrying amount of the cash-generating asset to which it 
relates, the municipality recognises a liability only to the extent that is a requirement in the Standard of GRAP. 

After the recognition of an impairment loss, the depreciation (amortisation) charge for the cash-generating asset is adjusted in 
future periods to allocate the cash-generating asset's revised carrying amount, less its residual value (if any), on a systematic 
basis over its remaining useful life. 

Cash-generating units 

If there is any indication that an asset may be impaired, the recoverable amount is estimated for the individual asset. If it is not 
possible to estimate the recoverable amount of the individual asset, the municipality determines the recoverable amount of the 
cash-generating unit to which the asset belongs (the asset's cash-generating unit). 

If an active market exists for the output produced by an asset or group of assets, that asset or group of assets is identified as a 
cash-generating unit even if some or all of the output is used internally. If the cash inflows generated by any asset or cash- 
generating unit are affected by internal transfer pricing, the municipali^ use management's best estimate of future price(s) that 
could be achieved in arm's length transactions in estimating: 

• the future cash inflows used to determine the asset’s or cash-generating unit's value in use; and 

• the future cash outflows used to determine the value in use of any other assets or cash-generating units that are 
affected by the internal transfer pricing. 

Cash-generating units are identified consistently from period to period for the same asset or types of assets, unless a change 
is justified. 

The carrying amount of a cash-generating unit is determined on a basis consistent with the way the recoverable amount of the 
cash-generating unit is determined. 

An impairment loss is recognised for a cash-generating unit if the recoverable amount of the unit is less than the carrying 
amount of the unit. The impairment is allocated to reduce the carrying amount of the cash-generating assets of the unit on a 
pro rata basis, based on the carrying amount of each asset in the unit. These reductions in carrying amounts are treated as 
impairment losses on individual assets. 

in allocating an impairment loss, the entity does not reduce the carrying amount of an asset below the highest of: 

• its fair value less costs to sell (if determinable); 

• its value in use (if determinable); and 

• zero. 

The amount of the impairment loss that would otherwise have been allocated to the asset is allocated pro rata to the other 
cash-generating assets of the unit 

Where a non-cash-generating asset contributes to a cash-generating unit, a proportion of the carrying amount of that non- 
cash-generating asset is allocated to the carrying amount of the cash-generating unit prior to estimation of the recoverable 
amount of the cash-generating unit. 


28 




Ugu District Municipality 

(Registration number 0021} 

Financial Statements for the year ended 30 June 2015 

Accounting Policies 


1.10 Impairment of cash-generating assets (continued) 

Reversal of impairment loss 

The municipality assess at each reporting date whe^er there is any indication that an impairment loss recognised in prior 
periods for a cash-generating asset may no longer exist or may have decreased. If any such indication exists, the entity 
estimates the recoverable amount of that asset 

An impairment loss recognised in prior periods for a cash-generating asset is reversed if there has been a change in the 
estimates used to determine the asset's recoverable amount since the last impairment loss was recognised. The carrying 
amount of the asset is increased to its recoverable amount The increase is a reversal of an impairment loss. The increased 
carrying amount of an asset attributable to a reversal of an impairment loss does not exceed the carrying amount that would 
have been determined (net of depreciation or amortisation) had no impairment loss been recognised for the asset in prior 
periods. 

A reversal of an impairment loss for a cash-generating asset is recognised immediately in surplus or deficit 

Any reversal of an impairment loss of a revalued cash-generating asset is treated as a revaluation increase. 

After a reversal of an impairment loss is recognised, the depreciation (amortisation) charge for the cash-generating asset is 
adjusted in future periods to allocate the cash-generating asset's revised carrying amount, less its residual value (if any), on a 
systematic basis over Its remaining useful life. 

A reversal of an impairment loss for a cash-generating unit is allocated to the cash-generating assets of the unit pro rata with 
the carrying amounts of those assete. These increases in carrying amounte are treated as reversals of impairment losses for 
individual assets. No part of the amount of such a reversal is allocated to a non-cash-generating asset contributing service 
potential to a cash-generating unit 

in allocating a reversal of an impairment loss for a cash-generating unit, the carrying amount of an asset is not increased above 
the lower of; 

• its recoverable amount (if determinable); and 

• the carrying amount that would have been determined (net of amortisation or depreciation) had no impairment loss 
been recognised for the asset in prior periods. 

The amount of the reversal of the impairment loss that would otherwise have been allocated to the asset is allocated pro rata to 
the other assets of the unit. 

Redesignation 

The redesignation of assets from a cash-generating asset to a non-cash-generating asset or from a non-cash-generating asset 
to a cash-generating asset only occur when there is clear evidence that such a redesignation is appropriate. 

1.11 Impairment of non-cash-generating assets 

Cash-generating assets are those assets held by the municipality with the primary objective of generating a commercial return. 
When an asset is deployed in a manner consistent with that adopted by a profit-orientated entity, it generates a commercial 
return. 

Non-cash-generating assets are assets other than cash-generating assets. 

Impairment is a loss in the future economic benefits or service potential of an asset, over and above the systematic recognition 
of the loss of the asset's future economic benefits or service potential through depreciation (amortisation) 

Carrying amount is the amount at which an asset is recognised in the statement of financial position after deducting any 
accumulated depreciation and accumulated impairment losses thereon. 

A cash-generating unit is the smallest identifiable group of assets held with the primary objective of generating a commercial 
return that generates cash inflows from continuing use that are largely indeperxfent of the cash inflows from other assets or 
groups of assets. 

Costs of disposal are incremental costs directly attributable to the disposal of an asset, excluding finance costs and income tax 
expense. 
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